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MEMQBAEQIJM

TO: Docket Control
(S

M
FROM: Ernest G. Johnson

Director
Utilities Division

iI><

DATE: August 18, 2008

STAFF REPORT FOR VALLEY UTILITIES WATER COMPANY, INC.'S
MOTION FOR AN ORDER CONFIRMING COMPLIANCE AND RELEASE
OF SET-ASIDE FUNDS. (DOCKET NO. W-01412A-99-0615 AND
W-01412A-00-0023)

Attached is die Staff Report for Valley Utilities Water Company, Inc.'s motion for an
Order confirming compliance and release of set-aside funds. Staff recommends denial in
accordance with Staff' s recommendations.

Any party who wishes may file comments to the Staff Report with the Commission's
Docket Control by 12:00 p.m. on or before August 28, 2008.
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RE:

Originator: Marvin E. Millsap
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EXECUTIVE SUMMARY
VALLEY UTILITIES WATER COMPANY, INC.

APPLICATION FOR A PERMANENT R.ATE INCREASE
DOCKET NO. W-01412A-99-0615 AND W-01412A-00-0023

Valley Utilities Water Company, Inc. ("Valley" or "Company") is a Class B water utility
located in Maricopa County with service areas adj cent to and within the city limits of Glendale,
Arizona.

Decision No. 62908, dated September 18, 2000, granted Valley a permanent rate increase
that required $6.35 per bill per month be set-aside in an interest-bearing account separate from
the operating checking account. The funds in the "set-aside account" were to be used solely for
the payment of the debt service on an anticipated Water Infrastructure and Finance Authority of
Arizona ("WIFA") loan, which was also approved by Decision No. 62908. Pursuant to the
Decision, the Company began funding the set-aside account in December, 2000, based on the
number of bills sent in November and continued to deposit funds in the account through October,
2003, when Decision No. 68309 ended the necessity to continue setting aside funds. Decision
No. 68309 again approved a WIFA loan and directed the set-aside account be used for debt
service for this anticipated loan. Valley did not receive a WIFA loan for which the set-aside
monies were to be used relative to either of the Decisions mentioned. Subsequent to October,
2003, the Company periodically used these funds to pay operating expenses although this was
never authorized by the Commission. Both Decision No. 62908 and 68309 required Valley to
maintain the set-aside account for payment of future WHTA debt service.

Staff recommends that the Company's request for confirmation of compliance with
Decision No. 62908 be denied.

Staff fisher recommends approval of Valley's request to be released from the obligation
to maintain the set-aside account, however Staff recommends that the Company be ordered to
use the funds, including the shortage created by utilization of the funds for unauthorized
purposes, to prepay $215,540.07 to WIFA to reduce its existing WIFA debt balance of
approximately $997,000.

Staff also recommends that the Company be fined by the Commission because it did not
comply with the requirements of either Decision No. 62908 or Decision No. 68309.



TABLE OF CONTENTS

PAGE

BACKGROUND

CONCLUSION r¢10¢»0|n0|onooofmb¢oooloooauoolon000100900005 2

STAFF Ola 4004

1



x

Valley Utilities Water Company, Inc.
Docket No. W-01412A-99-0615 and W-01412A-00-0023
Page 1

Background

Valley Utilities Water Company, Inc. ("Valley" or "Company") is a Class B water utility
located in Maricopa County with service areas adjacent to and within the city limits of Glendale,
Arizona.

Decision No. 62908, dated September 18, 2000, granted Valley a permanent rate increase
that required $6.35 per bill per month be set-aside in an interest-bearing account separate from
the operating checking account. The funds in the "set-aside account" were to be used solely for
the payment of the debt service on an anticipated Water Infrastructure and Finance Authority of
Arizona ("WIFA") loan, which was also approved by Decision No. 62908. Pursuant to the
Decision, the Company began funding the set-aside account in December, 2000, based on the
number of bills sent in November and continued to deposit funds in the account through October,
2003, when Decision No. 68309 ended the necessity to continue setting aside funds. Staff notes
that the deposit amounts were not based on the fluctuation in the number of monthly bills
tendered to customers as intended by Decision No. 62908. Decision No. 68309 again approved a
WIFA loan and directed the set-aside account be used for debt service for this anticipated loan.
Valley did not receive a WIFA loan for which the set-aside monies were to be used relative to
either of the Decisions mentioned. Subsequent to October, 2003, the Company periodically used
these funds to pay operating expenses although this was never authorized by the Commission.
As of December 31, 2007, it appears that Valley has not used the "WIFA Set-Aside Account" to
pay debt service on any WIFA loans.

Staff has analyzed Va1Iey's WIFA Set-aside Account activity through December 31,
2007. It appears to Staff that the account balance as of December 31, 2007, should be
$215,540.07 but is actually only $59,942.10 per the Chase Bank statement. In a report to the
Utilities Division Director dated December 28, 2005, Valley reported a balance of $101,725 as
of November 30, 2005. The bank statement for that date indicated a balance of $l01,574.47.
There are three reasons for the difference revealed by Staffs analysis:

First, the interest credited by the bam( based on the balance each month is $8,120.65
whereas the calculated interest based on what the monthly balance should have been is
$20,544.27, a difference of $l2,423.62. Some of this difference results because the Company's
deposits were not made on a monthly basis, thus the amount credited monthly was lower than it
should have beenbased on the balance at the time.

Second, the difference in set aside deposits appears to be $25,521.55 based on the
Company's deposits of $169,474.25 from November, 2000, through November, 2003, versus
Staffs calculation that the deposits should have totaled $l94,995.80. Staffs calculations are
based on the monthly customer count provided by the Company to a Staff data request.

Third, the Company has withdrawn, beginning in August, 2003, a total of $228,432.02
while only $110,779.22 has been re-deposited, leaving the Company owing the account
$117,652.80 in re-deposits.
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Thus, Staff believes that the WIFA Set-Aside Account is short a total of $155,597.97.

Conclusion

Based on the Company's ability to pay its current WIFA debt service through its Arsenic
Impact Fee, (Decision No. 67699, dated March 9, 2005), Staff recommends that Valley not be
required to continue to maintain the set-aside account, but be ordered to prepay $215,540.07 to
WIFA ($59,942.10 - 12/31/2007, fund balance + $155,597.97 - fund shortages) to reduce its
existing WTFA debt balance.

Staff believes that Valley has continued to suffer from a negative rate base and this
recommendation to pay WIFA $215,540.07 will reduce the Company's heavy debt load and will
also infuse some much needed equity into its capital structure.

Staff believes that the Company has demonstrated a flagrant disregard for the
Commission's Orders regarding the amounts to be deposited into the WIFA Set-Aside Account
and the numerous unauthorized uses of the funds and recommends that the Company be fined.

Staff Recommendations

Staff recommends that the Company's request for confirmation of compliance with
Decision No. 62908 be denied.

Staff further recommends approval of Valley's request to be released from the obligation
to maintain the set-aside account, however Staff recommends that the Company be ordered to
use the funds, including the shortage created by utilization of the funds for unauthorized
purposes, to prepay $215,540.07 to WIFA to reduce its existing WIFA debt balance of
approximately $997,000.

Staff also recommends that die Company be fined by the Commission because it did not
comply with the requirements of either Decision No. 62908 or Decision No. 68309.


